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Foreword 


During its public hearings in 1978, the Royal 
Commission on the Status of Pensions in 
Ontario was disturbed to learn that few 
people understand even the basic arrange- 
ments used in Ontario to provide income in 
retirement. As well, many people wrote to the 
Commission asking for help in finding out 
about government retirement programs and 
private pensions. Since the provision of 
income in retirement is primarily a personal 
responsibility, it is essential that the informa- 
tion needed to make individual decisions is 
widely known. 


This booklet is Volume IV of the Report of 
the Commission. While the other volumes in 
the Report contain a detailed examination of 
the programs and issues involved in the 
growing pension debate, Your Income in 
Retirement brings together in one place 
information about the sources from which a 
person’s retirement income may be drawn. It 
also explains some of the mysteries of how 
pensions work. We hope that it will open new 
avenues for readers to discover for themselves 
what they need to know about their own 
income for their retirement years. 


We are grateful to Gordon B. Milling for the 
long and patient hours he spent with the 
Commission in the preparation of this vo- 
lume. 


Donna J. Haley, Q. C. 
Chairman 


The Royal Commission 
on the 

Status of Pensions 

in Ontario 


Chairman 
Donna J. Haley, Q. C. 


Members . 

Alfred H. Cordell 
Donald G. M. Coxe 
Charles McDonald 
Walter G. Upshall 


Counsel 
Marie Corbett 


Your Income 
in Retirement 


Volume IV 


Report of the Royal Commission on the 
Status of Pensions in Ontario 


a 
RY | a n ; te) 
an Wa ae oe . 
waa | rie 


id 


Your Income in Retirement 


oo 


Contents 


An Introduction 


Public Pension Programs 
Old Age Security (OAS) 
Canada Pension Plan (CPP) 
Income Support Benefits 


Private Pension Plans 
Personal Saving 
Non-Pension Benefits 
A Word of Caution 
Five Pensioners 
Public Pensions 


Old Age Security Pensions (OAS) 
Canada Pension Plan 
Income Supplements 
Guaranteed Income 
Supplement (GIS) 
Spouse’s Allowance 
Guaranteed Annual 
Income System (GAINS) 


Company Pensions 
The Basic Pension Plan 
Eligibility 

Retirement Conditions 


Pension Formula 


—" 


0 S| 1 Oh Sn ON 


oi 


ETE SETI PRN EE EEE TE ET ELT 


Contribution Formula 47 
Administration 48 
Protection of Benefits 49 
Getting Beyond the Basics 52 
Information about Private 
Pension Plans 30 
5 Personal Saving ay 
Individual Investments aye) 


Registered Retirement Savings 


Plans (RRSPs) 59 
6 Other Benefits for Pensioners 63 
Unemployment Insurance 63 
Income Tax Breaks 63 
Health Insurance (OHIP) 64 
Prescription Drugs 65 
Municipal and School Tax Credit 
Assistance 65 
Housing 65 
Transportation 66 
Entertainment and Recreation 66 
Education 66 
Public Libraries 66 
Business Services 66 


Benefits Based on Need 67 


Pension Costs 


Why Have Retirement Programs 
Improved? 


What Does It All Cost? 

What Is “Funding”? 

Where Does Interest Come From? 
Spreading the Cost Around 


Consumers and Pensions 


More Information about Pensions 


69 


70 
ql 
iu 
T9 
80 
83 


86 


ane cams th aes 


' 


| | ¥ 
ane . | i 1 ae 


aes | 
; Any bias, 
‘ 4 as de i on rn at 
- | 
7 i] ' Pp i ; os ee Re 
: ‘ DONG ny "4 hy 
3) | Sole? 
ul ry ; ; : . ; 
| Mes : 
fe {) =a) & 
MY) Wi ae: ee ne ay +5 
, fe | n . | | 
1 ; j | ‘ ia " aaltt ; f, # hie ; M reas "i f tet aa, wren 
: | | | . | a - 
be ie ¢ : 
sh folie Reseed aa ee! 
) we | a : : ' af ‘ . | . 
Poy ort") ..60 el ie wrth off 
i aa fe Ne hy ok i © ; of. iis | 
") ay Hy i ' vere Oa as. ve 
. | 3! | pit . | 
4 | | ) 
1% oa | a 
iy 7 
3 = 2 ® 
| é 7 M nigel f 
_ ig 
A ea re 
hae ee ' 
' ( ; { Py » 
yf! , i. i » iy ; 
6 | | | 
Tk 
h 7 ry. 
| | | » i 
{ t ‘ 7 : c é 
f | | 
2 | 
( t 
- a 
* | ant 
x 
: { 
; 4 
* 
) ‘ ‘ 


3 

... 
i 
= i oe 
=a 
“; 


1 An Introduction 


This chapter introduces: 


ve 


Clifford, 
an assembler 


a ba “s f 
" Lloyd, 
amachinist 


Barbara, 
a commercial artist 


John, 
a driver-salesman 


Becoming 
a pensioner 


All of these people have lived and worked in 
Ontario for years. They also have something 
else in common. All of them celebrated their 
sixty-fifth birthdays this month. While Clif- 
ford chose to retire three years ago ona special 
company pension, Sarah, Barbara, John, and 
Lloyd are about to receive their first pension 
cheques from their employers and government 
programs. Clifford is now able to benefit, too, 
from government schemes. 


In the past these pensioners grew up and lived 
and worked in different communities, and they 
have had varying interests and lifestyles and 
different viewpoints about their families and 
careers. As might be expected, they have quite 
different attitudes toward retirement. As a 
result, their problems and their solutions to 
them will likely differ. 


Having a sixty-fifth birthday doesn’t, of 
course, always lead to retirement or to the end 
of an active, useful life. What it means depends 
upon the health, experience, and interests of 
those who reach that age. 


But income for their retirement years is also a 
very important factor. People’s incomes 
usually change at 65, if only because govern- 
ment pensions start at that age. Also, 65 is the 
“normal” retirement age in many employers’ 
pension plans. 


Barbara, Sarah, John, and Lloyd have 
therefore had to make some important de- 
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cisions about their future, simply because they 
were approaching age 65. Clifford has had 
to review his situation in the light of the 
devastating news that his company will not be 
able to provide the pension income he had 
counted on. Before they had enough informa- 
tion on which to base their choices, they all had 
many questions to be answered. 


The first question that arose was what pension What pension 
income they would receive. All five knew they income will 
were now eligible to apply for certain public I receive? 


pensions, even if they didn’t retire from their 
jobs. But that was only the starting point. 
Answers to other questions were more difficult 
to find and from time to time were confusing. 
Eventually, though, all managed to locate 
good sources of information about their 
pension entitlements. 


By the time their birthday greetings started 
arriving, all our pensioners knew to within a 
dollar or so what they would get right away — 
and where to go for more information and 
advice if their circumstances were to change in 
the future. 


Whether some of them actually retire imme- 
diately, they all have learned something about 
the laws that protect their right to pensions, the 
programs that will provide extra assistance if 
needed, the benefits their families will receive if 
they die, and the special income tax provisions 
for people over 65. They have found out howto 
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Information 
about 
pensions 


ensure they receive all their entitlements from 
public programs, their employer plans, and 
their own private plans. They also know how 
they will benefit from exemptions from 
provincial health insurance premiums and 
from free prescription drugs and reduced 
prices for many services. 


Gathering all the information took some time. 
People in official positions were usually very 
helpful. But no one seemed able to explain how 
all the various programs fit together, because 
income for retirement is provided by a 
combination of efforts by public and private 
agencies and by individuals to meet the special 
needs that arrive with advancing age. Govern- 
ment plans, employer plans, registered retire- 
ment savings plans, guaranteed income supple- 
ments, and. income tax -rulesiican @allaeme 
explained. But, as one would-be pensioner 
questioned, “Do I have to take a university 
course just to retire?” 


Our pensioners found their separate ways 
through the maze of programs, regulations, 
and calculations. In their search for informa- 
tion, they had a good deal of help from friends, 
employers, unions, clergymen, bank manag- 
ers, lawyers, social workers, and government 
officials. 


This booklet gathers together in one place 
information from many sources. It looks first 
briefly at retirement programs and benefits 
and then outlines the benefits each of our 
pensioners would receive. It goes on to explain 
in detail how government programs work and 
to describe the features of private plans. In 
addition, a few observations are made about 
the cost of pensions and about why consumers 
of all ages should be interested in the progress 
being made in Canada, and Ontario in 
particular, toward ensuring income security 
for older citizens. For, as will be seen, all 
consumers pay for public and private pensions, 
but some benefit much less than others. 


But first let us look quickly at the various 
sources of income and benefits available in 
retirement. For convenience they can be listed 
under four general categories: public pro- 
grams, private or company pensions, personal 
saving, and “other benefits” that are not 
precisely pensions. 


Public Pension Programs 


Old Age Security (OAS) 

OAS is paid by the federal government to those 
who fulfil residence requirements when they 
reach age 65. The program is financed out of 
general revenues. The amount of the pension is 
adjusted quarterly to compensate for increases 
in the cost of living. 


Outline of 
this booklet 
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Canada Pension Plan (CPP) 

CPP benefits are provided through a joint 
federal-provincial program. They are based on 
contributions made during working years and 
on earnings and are payable at age 65 whether 
an employee retires or not. The CPP provides 
pensions for disabled contributors and their 
dependents. Benefits are also paid to survivors 
on the death of the contributor. All amounts 
are adjusted to. reflect wage trends and 
increases in the consumer price index. 


_Income Support Benefits 
The Guaranteed Income Supplement (GIS) 
and the Spouse’s Allowance are supplemen- 
tary federal programs, while the Guaranteed 
Annual Income Supplement (GAINS) is an 
Ontario program. Benefits are linked to other 
individual or family income. 


Private Pension Plans 

Retirement income plans are set up and 
operated for groups of employees, usually by 
their employer. Sometimes a group of employ- 
ers or a union will undertake to establish a 
pension plan. As employers, governments also 
have pension programs for their employees. 
The amount of a pension most often is based 
on service or earnings or both. Retirement age, 
the amount of the pension, and other condi- 
tions vary from plan to plan. Some require 
members to make contributions, while others 
do not, and benefits in some cases are 
“integrated” with public plan benefits. Private 
plans aren’t required by law. Some aspects are, 
however, regulated by the Pension Benefits 
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Act in Ontario, or by similar provincial or 
federal legislation, and are subject to condi- 
tions imposed under the Income Tax Act. 


Personal Saving 
People save for retirement in many ways. 
Many buy a house; some buy savings bonds or 
invest their money in other ways; and some 
may also buy Registered Retirement Savings 
Plans (RRSPs). 


Non-Pension Benefits 

Non-pension benefits include income tax 
concessions, free health insurance, free pres- 
cription drugs, special assistance programs, 
and other senior citizen privileges. 


A Word of Caution 

While all the facts in this booklet were 
thoroughly checked, it was impossible to 
include every detail that would apply to people 
in all circumstances. Changes may occur, too, 
not only in government programs but also in 
private pension plans. Wherever possible, 
sources of information are listed, and readers 
are advised to refer to them for the latest and 
most accurate information. 


Benefit amounts shown for various govern- 
ment programs were those in effect in January 
1979. 


2 Five Pensioners 


Lloyd, who was a machinist with ABC Tool 
Company for many years, lives in a small city 
not far from Toronto. He and his wife Julia 
have raised four children, three of whom are 
now independent. Betty, age 21, intends to go 
on living at home until she graduates from 
university next year. Three years ago Lloyd 
made the final mortgage payment on their six- 
room house. Since then, money has been 
available to buy several new machine tools for 
his basement woodworking shop. 


Lloyd’s pension service dates from late 1943 
when, after several years of short-term work 
and frequent unemployment, he finally landed 
a machine repair job at ABC Tool. The 
company pension plan wasn’t installed until 
1765. when for the first time the union 
agreement provided for a non-contributory 


Lloyd, 
a machinist 
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Lloyd’s non- 
contributory 
flat-rate 
pension 


A survivor 
option 


plan with a “flat-rate” benefit for past service 
as well as the years from then until retirement. 
Today, with thirty-five years of pension 
credits, Lloyd is entitled to$350.a month — that 
is, $10 for each year of service — for the rest of 
his life. 


Lloyd could have retired three years ago at age 
62, with no reduction in his pension rate which, 
for thirty-two years’ service, would have given 
him $320 a month. His company would have 
provided in addition a “bridging supplement” 
of $270 a month until he qualified at 65 for 
government pensions. Instead, he decided to 
work three more years, mainly because he 
would have the extra earnings. 


His $350 a month payment is based on a “life” 
pension; that is, it is payable only as long as he 
lives. However, he has “elected” a “survivor 
option” in order to provide income protection 
for his wife. While his own pension is reduced 
10 per cent to $315 a month under this scheme, 
if he dies first, Julia will receive $157.50, or 50 
per cent of his pension, as long as she lives. 


Lloyd’s Old Age Security pension would start 
now whether he retired or not; all he had to do 
was apply for it. So will his Canada Pension 
Plan retirement pension. 
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As an OAS pensioner, Lloyd was automatical- Benefits from 
ly sent an application form for a Guaranteed government 
Income Supplement (GIS) and for a Spouse’s programs 


Allowance because his wife is between the ages 
of 60 and 65. Based on their combined income, 
Lloyd and Julia will receive $37.15 each from 
these supplementary programs. 


With these benefits, their monthly family 
income shapes up as follows: 


Monthly inco e 8h 467. 00. 

Monthly retire | 2 

— Lloyd’s company : | as 315. 00 
OAS pension — 167.2] 
GIS 8 
CPP retirement pension = 21806 


-Julia’s S ue Ui = 3715 
- Total 0 8774.57 | 


With a reduced income, Lloyd knows how Indexing 
important it is that his government pensions — of benefits 
which make up over half his retirement income 

— are “indexed”; that is, they are adjusted at 

intervals to compensate for rising prices. His 

company pension, like most private pensions, 

is not indexed, so that if prices go up 6 per cent 

a year, his $315 will buy only $250 worth of 

consumer goods five years from now. If 

inflation continued at that pace, the purchas- 

ing power of his $315 would drop to $186in ten 

years and to $139 in fifteen years. 
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Health 
benefits 


Lloyd’s age makes the couple eligible for free 
OHIP coverage, as premiums are waived. Heis 
also entitled to free prescription drugs on 
presentation of his Ontario Senior Citizen 
Privilege Card, which is sent to pensioners 
when they begin to receive OAS. The Ontario 
government will pick up the tab for these 
health services. 


Before leaving Lloyd’s family, we should 
consider what would happen if he were to die. 
In that event Julia would receive a CPP death 
benefit of $1,170 in addition to Lloyd’s life 
insurance. She would also start getting 
monthly survivor benefits from Lloyd’s com- 
pany pension plan and the Canada Pension 
Plan: 


Lloyd’s company pension : . 
survivor’s benefit —  SIST SO. 


CPP surviving spouse’s pension 134.28 


Total S201 7s 


Julia would also continue to receive her 
Spouse’s Allowance of $37.15 for six months. 
Betty, their daughter, would receive a CPP 
“dependent child’s benefit” of $52.51 a month, 
payable as long as she is under 25 and 
attending university full time. In addition, 
Julia should apply for free OHIP coverage 
because her taxable income would be less than 
$2,500 a year. When she reaches age 65 she will 
receive her own Old Age Security pension and 
probably, depending on her income at that 
time, a Guaranteed Income Supplement. 
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Meanwhile, she could obtain welfare assist- 
ance, if necessary, under Ontario’s Family 
Benefits program. 


Barbara, the commercial artist in our group, 
began her freelance career when her former 
employer went out of business eleven years 
ago. At that time, she found that several 
publishers were interested in her work, and so 
she started accepting contract assignments. 
She has been successfully self-employed ever 
since. 


Barbara, who was widowed at 39, has no 
children. While she was employed at DEF 
Publishing she developed a great interest in 
travelling for pleasure. Her freelance work 
allows her time to pursue that hobby without 
jeopardizing her income. 


Barbara, 
acommercial artist 


A self- 
employed 
worker 


A deferred 
pension 


Now that she is 65, Barbara has applied for Old 
Age Security and Canada Pension Plan 
benefits, both of which she can receive even if 
she goes on working. 


Before DEF Publishing closed its doors, 
Barbara had contributed to the company 
pension plan for fifteen years. When the plan 
had to be “wound up” it had enough money to 
cover the cost of pensions to persons like 
Barbara who had earned benefits but who 
weren’t old enough to retire. Barbara’s pension 
earned to the time the company closed is called 
a “deferred” pension because she cannot 
receive it until she reaches retirement age. At 
age 65, she will receive a monthly pension of 
$153.75 based on her average salary for the last 
five years she was in the plan. 


All the persons in the plan who were at least 
age 45 and who had been with the company for 
ten years receive a deferred pension like 
Barbara’s. Such a pension is called a vested 
pension because the employee’s right to it has 
already been earned. (Vesting is further ex- 
plained on page S50.) 


Barbara will get her pension cheques from the 
insurance company that took over the respon- 
sibility for paying all DEF plan benefits, 
including the immediate pensions for those 
already retired and the deferred pensions for 
those who retire later. 


As a self-employed worker since then, Barbara 
hasn’t been eligible to join any company 
pension plan. However, each year she set aside 
$2,000 in a Registered Retirement Savings 
Plan (RRSP). She figures her income tax 
Savings to date have paid for at least one trip to 
Europe! But more important, her personal 
RRSP is now worth more than $26,000, or 
enough to buy an “annuity” of about $237 a 
month starting now and continuing for the rest 
of her life. 


Still, if she retired now her monthly income 
would be less than half her earnings: 


Monthly income while working $1,667.00 
Monthly retirement income 


DEF Co. vested pension 7 } 153.75 

RRSP annuity — 237.00 
OAS pension | | 16721 
CPR retirement pension 218.06 


Total $ 776.02 


In Barbara’s case, such a cut in income isn’t 
very attractive. For one thing, she has two 
more years before she will have paid off the 
mortgage on her condominium apartment. 
She has spent a lot of time and money in fixing 
it up as her studio. Counting maintenance 
charges, her monthly “rent” comes to $394, or 
just over half her retirement income. At that 
rate she couldn’t afford to do much travelling. 
So why retire? 


RRSP 
income 


But why 
retire? 


Sarah, 
a cashier 


Accordingly, Barbara has made up her mind to 
take her government pensions and her vested 
pension and go on working for another two or 
three years. She may turn down a job ortwo in 
order to take longer or more frequent trips. 
She may also build up her RRSP account until 
it will buy an extra $150 or $200a month when 
she eventually turns it into an annuity, which 
can be as late as age 71 if she wishes. She may 
even deposit part or all of her present pension 
income in the RRSP, so that she saves on 
income tax now and has more retirement 
income in the long run. 


Barbara is fortunate to be in good health. 
While she can’t retire comfortably just now, 
she can ease herself into retirement over the 
next few years and end up far more secure 
financially than would be possible if she 
stopped working promptly at age 65. 
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Sarah is a senior cashier in the GHI Depart- 
ment Store, a medium-size chain witha branch 
in the Toronto neighbourhood where Sarah 
and her family have lived since they arrived in 
Canada in 1949. Highly regarded by the store 
manager and staff, Sarah nevertheless must 
retire this month because of a company-wide 
policy of automatic retirement at age 65. Her 
earnings in the past year averaged $767 a 
month. 


Sarah’s husband George, who is 66, has been 
unable to work at all for three years. In poor 
health since the fifties, he did not work fora 
good many months before he was forced to 
stop working completely. As a consequence, 
there were many “no earnings” months to be 
included in the calculation of his Canada 
Pension Plan “disability pension.” His benefits 
— which he received for two years — were well 
below the maximum. When he turned 65, the 
same factors combined to make his retirement 
pension only $120 a month. He does, however, 
receive the standard Old Age Security pension 
of $167.21 a month. 


While Sarah has worked at the GHI store for 
twelve years, she has only ten years’ contribu- 
tions in the company’s pension plan, because 
there was a two-year waiting period when she 
was hired before she had to join the plan. Now 
she has a pension based on |!4 per cent of her 
pay while she was in the plan. With a “career 
average” salary of $583 a month, compared 
with her final rate of $767, her monthly 
pension comes to a rather meagre $88.70. 


Mandatory 
retirement 
at age 65 


George’s 
CPP disability 
pension 


Sarah’s 
contributory 
career 
earnings 
pension plan 
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Sarah has worked for other employers who 
had pension plans. But in one case Sarah 
couldn’t join the plan because it was for full- 
time employees and she was a part-time 
worker. In another store she belonged to the 
pension plan but failed to earn a vested pension 
because, although she was over age 45 when 
she left, she had less than the ten years’ service 
required to qualify. In that case, her own 
contributions were returned to her. 


With Sarah and George both receiving 
government pensions, including a_ small 
Guaranteed Income Supplement based on 
their combined income, their monthly income 
amounts to $786.86. 


Monthly income while working 


Sarah’s earnings $ 767.00 
George’s OAS pension l67 24 
CPP retirement pension 120.00 
Total $1,054.21 
Monthly retirement income 
Sarah’s company pension $ 88:1) 
OAS pension 167:21 
CPP retirement pension 201.44 
George’s OAS pension Ton 
CPP retirement pension 120.00 
GIS 24.30 
Total $ 768.86 
OHIP Starting last year, when George turned 65, 


coverage both have had free OHIP coverage, and 
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George’s costly medications have been paid for 
by the Ontario Drug Benefit Plan. Now Sarah 
too will be eligible for free prescription drugs. 


If either dies, the other will receive a death 
benefit and a surviving spouse’s pension from 
the Canada Pension Plan. If George were to 
die first, Sarah would receive a lump-sum 
death benefit of $720, which is six times his 
monthly CPP pension and a small survivor’s 
pension. Her monthly income then would be: 


Sarah’s company pension $ 88.70 
OAS pension _ > = 16721 
CPP retirement pension o 

plus survivor’s pension 218.06 

Total 2 $473.97 


If Sarah were to die first, George would get 
$1,170 as a lump-sum CPP death benefit anda 
CPP survivor’s pension of $75.54a month. On 
the basis of his income he would also qualify 
for a Guaranteed Income Supplement of 


$40.28 a month: 

George’s OAS ae 7 SlGr 2) 
GIS [ - 40.28 
CPP retirement pension plus : 

survivor’s pension | 195.54 


Total $403.03 
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John, 
a driver- salesman 


John has worked for the Blackbird County Co- 
op for thirty years, most of that time asa driver 
and salesman of farm supplies. Heand his wife 
Margaret have raised two sons and a daughter, 
who are all away from home now raising 
families of their own. John and Margaret own 
their house ona half-acre lot at the edge of the 
town where they both were born. They’re 
active in community affairs and look forward 
to retirement as a time to enjoy their hobbies 
and to spend time with their grandchildren. 


Recalling a serious illness that kept him from 
working for several months in 1971 and again 
in 1974, John does not want to press his luck by 
working any longer. And John and Margaret 
have what they feel will be enough income 
security. They are both 65, so they'll have two 
Old Age Security pensions of $167.21. John - 
will also receive the maximum CPP pension of 
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$218.06and one from the Co-op’s contributory 
plan. 


John’s pension plan at work was set up only 
fifteen years ago and provided no benefit for 
the fifteen years he spent with the company 
before that. The plan is a “money purchase” 
type, in which John and his employer each 
contributed at the rate of 4 per cent of John’s 
earnings. Their contributions and interest 
accumulated and were used to buy an annuity 
(pension) when he retired. 


In John’s case, the plan won’t pay off as well as 
it might if he had been younger when the plan 
started and had more years for contributions 
to be made and interest to be earned and 
“compounded.” Then too, neither he nor his 
employer made contributions when he was off 
work. He did get sickness benefits from a 
group insurance plan, but those didn’t count as 
earnings for pension purposes. 


Today, John’s pension account adds up to 
$24,750. About two-thirds of that amount is 
his own contributions and his employer’s; the 
rest is from interest. His pension, purchased as 
an annuity from an insurance company, will be 
$229 a month. : 


John’s pension has a ten-year “term certain”; 
that is, it is guaranteed for ten years. That 
means he'll get that amount every month as 
long as he lives, and if he dies before ten years is 
up, payments will continue to his widow or 
estate for the balance of that period. In this 


John’s money 
purchase plan 


A term 
certain 
provision 
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way, Margaret will have income protection 
until she is 75. 


With these pensions and the small Guaranteed 
Income Supplement each will receive, John 
and Margaret’s family income in retirement 
will be: 


Monthlyincome whileworking $1,500.00 
Monthly retirement income 


John’s OAS pension $ 167,21 
CPP retirement pension 218.06 
Company pension 229.00 

Margaret’s OAS pension 167.21 

GIS 6.30 

Total S T8778 


In addition, they’re both entitled to free OHIP 
coverage and prescription drugs. 


If John were to die, his widow would get a CPP 
death benefit of $1,170%and “aGsurvivors 
pension in addition to her own Old Age 
Security pension and John’s company pension: 


Margaret’s OAS pension $167.21 
John’s company pension (for 
the balance of the ten-year term) 229.00 


CPP surviving spouse’s pension 130.84 
Total $527.05 
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Clifford is also 65 this month, but as we know 
he’s already been retired for three years. He has 
a special problem, though. Part of the pension 
he counted on having just isn’t there! 


For thirty years Clifford worked as an 
assembler at the XYZ Company, a manufac- 
turer of auto parts, owned by a large 
conglomerate. In 1975 the company upgraded 
its non-contributory pension plan to provide 
benefits similar to those in the big auto 
companies. That meant, for one thing, that 
workers with thirty years’ service could retire 
any time they wished, regardless of age. They’d 
get $650 a month until they started receiving 
government pensions. After that, they'd get a 
regular pension for life at the rate of $11 per 
year of service. 


Clifford, 
an assembler 


Clifford’s 
early 
retirement 
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Consequences 
of a pension plan 
wind-up 


Clifford and his wife, who is now 57, thought 
they could get along on $650 a month. Their 
house was paid for, their four children were 
grown up, and their needs were relatively 
modest. So, at the beginning of 1976, he took 
his special pension and retired. 


Clifford knew he would start getting his Old 
Age Security pension at 65. His Canada 
Pension Plan retirement benefit would also be 
available, although not at the maximum 
because he would not have contributed for 
three years. 


His regular or “basic” company pension would 
be $330 a month. Altogether, he could look 
forward to an increase of $45 or so in his 
monthly income. 


Then came the bombshell. XYZ Company 
would close its plant early in 1979. The pension 
plan would be “wound up” and there weren't 
enough assets to provide for all the benefits 
that had been promised. 


In all the confusion following the announce- 
ment, employees and pensioners alike were 
anxious to find out how they would be 
affected. And it took several weeks for the 
company’s financial officers, actuaries, and the 
Pension Commission to work out the exact 
method of fitting benefits to assets. Mean- 
while, the pensioners were told to be prepared 
for some reduction in their pensions. 
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Clifford finally learned that his $650 a month 
would be cut, drastically. But he expected that 
at age 65 anyway, since $320 of it was a 
temporary supplement. What really hurt him 
was that his $330 basic pension was reduced to 
$180. Many others are worse off. Some who 
were getting $650 a month have several years to 
go before they can draw government pensions. 


At least Clifford retired when he wanted to. 
Several employees who had planned to go on 
pension in the next year or two had to look for 
another job; and jobs are hard to find for 
people in their fifties and sixties. All who were 
45 or over and had ten years’ service or more 
are receiving, or will receive, some of their 
pension. But the amounts are a fraction of 
what they’d anticipated, and they will have to 
work longer before they can retire. 


When all the facts were in it was clear that the 
XYZ pension plan was financed quite legally, 
with the funds held in trust and professionally 
invested. The company was responsible for 
nothing more than it had to pay into the fund 
up to the time of the wind-up. 


What caused so much trouble was that, as a The result 
result of the improved terms in 1975, the plan of unfunded 
built up a huge “unfunded liability,” adebt that liabilities 
was to have been paid off in equal instalments 

over fifteen years. If the plan had continued 

indefinitely, it could have met its obligations. 

As it was, the assets in the plan simply weren’t 

sufficient to cover all the promised benefits. To 

make matters worse, more employees than 
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30 and out 


expected took the “30-and-out” retirement 
option, with the result that the fund had been 
paying out more in monthly pensions than it 
could afford in the early years at the new — and 
much higher — scale of company payments. 
Over time, the plan would have been sound 
enough. But time ran out. 


Having these difficulties in mind, Clifford and 
his wife reviewed the soundness of their own 
finances. With his company pension of $180, 
their situation now looks like this: 


What he 
would have What 
had he has 
Company pension $330.00 $180.00 
OAS pension [G7 21 167.21 
CPP retirement | 
pension 19823 198.23 
Total $695.44 $545.44 


He has learned, however, that as an Old Age 
Security pensioner with a relatively low family 
income he is entitled to a Guaranteed Income 
Supplement, which can be added to the totals 
above: 


GIS $ 47.28 $ 85.28 
Total $742.72 $630.72 


So, instead of having his monthly income 
increased at 65, it has been cut by some $112. 
The loss of the $150 that’s been chopped from 
his basic company pension is only partly offset 
by the higher Guaranteed Income Supplement 
that will be payable. 


At 634 Clitford is eligible for free OHIP 
coverage for himself and his wife. He also 
qualifies for free prescription drugs. 


If Clifford were to die, his wife would get a 
CPP lump-sum death benefit of $1,170. She 
would also receive $126.85 a month as a CPP 
surviving spouse’s pension. As long as she has 
no other income, she would qualify for 
allowances based on need under Ontario’s 
Family Benefits program. 


These are examples of how the present system 
of public and private pensions provides for 
some representative Ontario citizens. All have 
worked hard according to their different 
abilities, saved according to their circumstan- 
ces, and will cope with retirement in their own 
ways. 


In some respects, though, luck has played an 
important part in determining how much 
income they will have in retirement and where 
it will come from. 


Each case 
is different 
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e Lloyd has had a steady job for thirty- 
five years, and this is reflected in his 
company pension. But he receives no 
pension credits for the fourteen years 
when he was training and gaining 
experience in several short-term jobs. 


e Barbara, who has no dependents, has 
been able'to save at a rate many could 
not afford. And she had to. Beginning 
her full-time career at 39, she had no 
pension credits for the twenty-odd 
years she spent as a housewife and part- 
time worker. 


e Sarah and her husband between them 
worked for about fifty-six years. But 
only ten of those years produced any 
private pension credits. 


e John, who worked in the same job for 
thirty years, has pension credits for only 
half that career and none for the first 
seventeen years he worked after he left 
school. 


e Clifford counted on his company 
pension plan for more than it could 
deliver. He was unaware — because no 
one ever explained it to the employees — 
that the early retirement and “special” 
pension program actually made all the 
plan benefits less secure for several 
years after the improvements went into 
CheCt 
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As we have seen, our pensioners will be getting 
most of their pension income as a matter of 
right — that is, without proving need. But some 
are entitled to supplementary benefits, which 
are explained in more detail in Chapter 3. 
These additional amounts go to Old Age 
Security pensioners and their wives or hus- 
bands on the basis of family income. Like Old 
Age Security, the Guaranteed Income Supple- 
ment and the Spouse’s Allowance are adjusted 
every three months to compensate for in- 
creases in the consumer price index. 


Each person’s retirement income comes from 
several of the sources mentioned in Chapter |: 
government programs covering nearly all 
Canadians or most of the work force; private 
plans for workers in specific firms or indus- 
tries; and personal savings. In the next three 
chapters, we look at each of those sources in 
turn. Within each there are different mecha- 
nisms that need explanation, not only to 
answer questions raised by these examples, but 
also to provide more information for readers in 
different circumstances and with different 
work and savings histories. 
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3 Public Pensions 


The federal government and all the provincial 
governments are involved in pension programs 
through the Canada Pension Plan or the 
Quebec Pension Plan. Federal schemes also 
include the Old Age Security pension, the 
Spouse’s Allowance, and the Guaranteed 
Income Supplement. The Ontario government 
sponsors the Guaranteed Annual Income 
System. An outline of these income programs 
follows, with suggestions about where to get 
further information and how to apply for 
benefits. 


Old Age Security Pensions 

Under this federal, tax-supported program, a 

monthly pension is payable to anyone aged 65 

or over who meets the minimum residence 

requirements. Payment doesn’t depend on 
need, and a person need not retire to benefit. 


OAS pensions are a fixed amount, except 
where a reduced amount is payable because of 
limited residence in Canada. Every three 
months the amount is adjusted to reflect recent 
increases in the consumer price index. At the 
beginning of 1979, the full OAS pension was 
$167.21 a month. 


OAS payments start in the month after the 
month in which the person was first eligible 
and continue every month for life. In case of a 
late application, payments can be made 
retroactively for up to twelve months. Once 
approved the pension can be paid indefinitely 


OAS 


When and 
where payable 
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When and 
how to apply 


to someone living outside Canada who resided 
in Canada for at least twenty years after the age 
of 18. Otherwise, payment outside the country 
can be made for up to six months. After that 
the pension is renewed only if the pensioner 
returns to Canada. Other benefits related to 
OAS are explained later in the Spouse’s 
Allowance and Income Supplements sections. 


People are advised to apply six months before 
they become eligible for benefits. In most cases 
that means six months before their sixty-fifth 
birthday. 


Application forms are available in all post 
offices, at Old Age Security and Canada 
Pension Plan offices, and at Canadian govern- 
ment offices in other countries. 


With the application form comes detailed 
information about these pensions and a list of 
the addresses and telephone numbers of offices 
where more information can be obtained. 
Officials in those offices will assist a person 
applying for benefits and will even make home 
visits if necessary. 


In Ontario, general inquiries may be addressed 
to: 


Old Age Security, 

Forester House, 

789 Don Mills Road, 

Don Mills, Ontario M3C 1T5 
Telephone: (416) 423-6900 
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Canada Pension Plan 

Canada Pension Plan contributions and 
benefits are based on earnings. The plan, 
together with the Quebec Pension Plan, covers 
virtually all employed and _ self-employed 
persons in Canada. Retirement benefits are 
payable from age 65, regardless of other 
income or continued employment. Death, 
survivors, and orphans’ benefits are also 
provided, and payments are made under the 
plan to disabled contributors and_ their 
dependent children. 


Earnings for CPP purposes are counted uptoa 
maximum, or “ceiling,” that is revised each 
year and is known as the Year’s Maximum 
Pensionable Earnings (YMPE). The YMPE 
for 1979 is $11,700. 


Contributions are made by employees and 
employers at the rate of 1.8 per cent.of earnings 
each above a minimum income of $1,100 upto 
the YMPE to a maximum of $190.80. The self- 
employed pay 3.6 per cent to a maximum of 
$381.60. 


CPP retirement pensions, payable from age 65 
as long as the pensioner lives, are based on 25 
per cent of earnings up to the YM PE each year, 
averaged over the whole period contributions 
could have been made. In the averaging 
process some months of low earnings are 
dropped, as are any periods when the person 
was drawing a CPP disability pension. Finally, 
the average is updated by a formula that 
reflects the rise in general wage levels over the 
years. 


———— 


CPP 
contributions 
and benefits 


1979 rates 
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Death 
benefits 


Survivor 
benefits 


The maximum for a retirement pension 
starting in 1979 is $218.06 per month. For 
those who normally earn less than the “ceiling” 
or who have had lengthy periods with little or 
no pay, the pension will be less than the 
maximum. 


The CPP death benefit is based on individual 
earnings, subject to a minimum contribution, 
and is paid to the contributor’s estate. The 
maximum death benefit in 1979 1s $1,170. 


Survivor benefits are paid subject to a 
minimum period of contributions. Benefits 
include both a survivor’s pension for either 
spouse and an orphan’s benefit. In 1979 a 
surviving spouse’s pension is based partly ona 
flat-rate amount and partly ona calculation of 
the deceased person’s retirement pension as 
follows: 


e If the surviving spouse is aged 45 but 
under 65, the maximum monthly 
pension is $134.28. 


e Ifthe surviving spouse is under 45 and is 
disabled or has dependent children, the 
maximum monthly pension is $134.28. 


e If the surviving spouse is under 45, is 
not disabled, and has no dependent 
children, the pension is reduced accord- 
ing to age; monthly maximums range 
down from $134.28 at age 45 to zero at 
age 35. 
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e If the surviving spouse is 65 or over and 
has no CPP pension coming from his or 
her own contributions, the maximum 
monthly pension is $130.84. 


e If the surviving spouse is 65 or over and 
is entitled to a CPP pension from his or 
her own contributions, a combined 
pension is calculated with a maximum 
of $218.06. 


The surviving spouse’s pension is paid every 
month until death or remarriage. If the 
Surviving spouse remarries the pension stops, 
but it can be renewed if that marriage ends in 
death or divorce. 


An orphan’s benefit is paid as long as the child Orphan’s 
is under age 18 and unmarried or underage 25 _ benefits 
and in full-time attendance at a school or 

university. The amount for each child is a flat 

$52.51 a month. 


CPP disability pensions are provided, subject Disability 
to a minimum period of contributions, when pensions 
an individual is suffering from a severe and 

prolonged disability. Disability pension 

amounts consist of a flat-rate portion of $52.51 

and 75 per cent of the retirement pension that 

would be received at age 65. A disability 

pension starts in the fourth month after the 

person is considered to have become disabled. 

It continues every month until death, recovery, 

or age 65. At age 65, it is replaced by a 

retirement pension. The maximum disability 

pension is $216.06 a month. 


pa a a gn a 
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Dependent 
children’s 
benefits 


Indexing of 
CPP benefits 


Division 
of pension 
credits 


The Statement 
of Earnings 


Dependent children’s benefits are paid when 
the parent is awarded a disability pension. As 
with orphan’s benefits, adependent child is one 
who is under age 18 and unmarried, or under 
25 and in full-time attendance at school or 
university. For each dependent child the 
benefit 1s $52.51 per month. Benefits for a 
dependent child stop when the parent’s 
pension ceases or when the child is no longer a 
Tdependents” 


After CPP benefits have begun to be paid, they 
are adjusted once a year according to increases 
in the consumer price index. And, even before 
benefits start, they have already been adjusted 
according to a formula that updates the 
individual’s recorded earnings to current wage 
levels. 


Pension credits may be divided equally 
between husband and wife when they divorce 
or if their marriage is annulled. When either 
occurs (after January 1, 1978) both parties 
have three years to apply for a division of 
credits through a CPP district or local office. 


Any contributor can obtain a record of his 
pensionable earnings from official CPP 
records by filling out and mailing an Applica- 
tion for Statement of Earnings. Forms are 
available at the nearest CPP district or local 
office. Mistakes can happen in recording 
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employees’ earnings for CPP purposes and are 
difficult to correct after a certain period. 


Contributors concerned about protecting their 
CPP pension rights should apply for a record 
at least every four years because income tax 
returns on which records are based may be 
destroyed at four-year intervals. Applications 
may be made as often as every year. 


Persons who think they may be entitled to any 
CPP benefit should contact a CPP office 
without delay. Offices are located in the larger 
centres and in many smaller cities and towns. 
Office listings are also included with Old Age 
Security application forms, which are avail- 
able in all post offices. 


CPP office addresses and telephone numbers 
are provided in telephone directories under 
Canada Pension Plan or Government of 
Canada, Canada Pension Plan. Inquiries may 
also be addressed to: 


Canada Pension Plan, Head Office, 
Department of National Health and Welfare, 
Ottawa, Ontario KIA OLI 


When and 
how to apply 


Further 
Information 
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GIS 


Benefits 
for spouses 


Income Supplements 

In addition to Old Age Security pensions, 
other special programs are designed to help 
people with little or no other income. All of 
them take into account the total income of an 
individual or married couple in determining 
whether any benefit is payable and, if so, how 
much. 


Guaranteed Income Supplement 

This program supplements the income of Old 
Age Security pensioners. An application is sent 
to every OAS pensioner. The maximum GIS 
payable is $137.28 a month for a single person, 
and $114.15 each for a married couple if both 
are pensioners. The actual amount in any case 
will each year take into account “other 
income” of the individual or couple. GIS is 
payable outside Canada for up to six months. 


Spouse’s Allowance 

The spouse of an Old Age Security recipient, if 
age 60 but under 65, may be eligible for a 
Spouse’s Allowance. Application forms are 
sent automatically to OAS pensioners whose 
spouses are within or approaching this age 
group. The amount will depend on the 
combined income of both partners, based on a 
total of current Old Age Security and Guaran- 
teed Income Supplement benefits being re- 
ceived minus a reduction for their “other 
income.” The maximum Spouse’s Allowance Is 
$281.36 a month, payable until the recipient is 
age 65 or dies. Payment can be made outside 
Canada, but only for six months. If the 


39 
pensioner dies, the surviving spouse, if still 
under 65, will continue to receive the allowance 
for six months. 


Guaranteed Annual Income System GAINS 
This Ontario program supplements the Old 
Age Security and Guaranteed Income Supple- 
ment programs for people aged 65 and over 
who have lived in Ontario for at least the past 
year. Recipients of these benefits may be 
eligible, as may others who are 65 and over and 
meet certain minimum residence conditions. 
Amounts vary, depending upon the other 
income of the person or married couple. Those 
receiving these other benefits will receive 
GAINS benefits automatically if eligible. To 
illustrate how income supplements operate, 
the maximums payable each month as of 
January 1, 1979, are listed. 


Singie © Each: Married 
person married Couple 
person 


Old Age Security $167.21 $167.21 $334.42 
_ Income Supplements : 


Pas 13728 «11415 2080 
- GAINS 58.88) + 52:01 © 10402 


Therefore, the minimum annual income 
guaranteed Ontario pensioners is $4,120 for 
single persons and $8,000 for married couples 
when both are pensioners. 
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As we have seen, none of our pensioners would 
qualify for the GAINS supplement either 
because their incomes are above the guarantee 
threshold or because they have not yet reached 
age 65. 


Martha, a 66 year-old widow whose self- 
employed husband William died twelve years 
ago will, however, benefit from GAINS 
payments. Since William died before the 
Canada Pension Plan survivor benefits were in 
effect and before individual contributions to 
RRSPs were prevalent, Martha is dependent 
for her livelihood upon her own Old Age 
Security pension and a small amount of 
savings. Because her income 1s so small, 
Martha qualifies for Guaranteed Income 
Supplement payments: 


Interest on bank account : $ 30.00 
OAS 167.21 
GIS 122.28 

$319.49 


The guarantee level under GAINS of $343.37 
means that Martha is entitled to $23.88 to 
bring her income up to that level: 


GAINS 23.88 
Total $343.37 


4] 


Information and application forms may be 
obtained from: 


Ontario Ministry of Revenue, 

Guaranteed Income & Tax Credits Branch, 
Queen’s Park, 

Toronto, Ontario M7A 2B3 


Telephones: 

In Toronto, phone 965-8470; 

in Area Code 807, ask Operator 
for Zenith 8-2000; in other areas, 
dial direct: 1-800-268-7121 


Big, 
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4 Company Pensions 


Private pension plans are often called “com- 
pany” plans, since most of them are sponsored 
by employers in private industry. Trade unions 
may also operate pension plans covering 
members who work for a number of employ- 
ers. And some of the largest plans have been set 
up by governments for their own employees, 
such as civil servants, firefighters, teachers, 
and police. 


While all employers must contribute to the 
Canada Pension Plan, no law requires them to 
provide any additional pensions. Since there is 
no single pattern, private plans are found ina 
great variety of shapes and sizes. They may be 
changed frequently. And sometimes they are 
wound up if, for instance, an employer goes 
bankrupt or shuts down a factory. 


Differences among plans arise from the 
different needs and wishes of various groups 
and theamount of money available. Except for 
some important ground rules set out in 
legislation, nothing prevents anyone from 
designing a pension plan that’s completely 
different from all others. As a result, private 
pensions are extremely diverse. Like the 
business world in which they have grown up, 
they can’t be described simply. 


de 


Who can join? 


The Basic Pension Plan 

As with new cars, it is practically impossible to 
find a thoroughly basic model of a pension 
plan.” By the: (time the ycustomer sscesm tie 
product, the handiwork of the body designer 
has hidden most of the working parts, and 
many features will already be in place. What 
would a stripped-down model be like? Some 
effort is required to picture even a bare-bones 
pension plan, but we would look for the 
answers to some very basic questions, such as 


Who can join? 

When can an employee retire? 

How much will pension benefits be? 
Who pays, and how much? 

Who runs the plan? 

What are the safety features? 


In looking for the answers, we'll probably run 
into some problems with the technical lan- 
guage used in pension documents. This is a 
necessary evil because a pension plan is a legal 
document that determines many people’s 
rights over a long period. The language must 
be preciseso that it canbe imtenoretcd 
accurately — perhaps thirty or forty years from 
now — by everyone concerned. Here we will 
define the special pension plan terminology as 
we describe the basic features of company 
plans. 


Eligibility 
A plan may be open to all employees or all 
regular full-time employees of a company as a 
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whole, or only for a certain plant, office, or 
location. A firm may have separate plans for 
hourly-rated, salaried, and supervisory em- 
ployees, or for members of different union 
bargaining units. A minimum starting age or 
period of service may be required. There may 
be an upper age limit as well. Employers 
generally make sure employees know the 
eligibility rules when they’re hired and when 
they have met any age and service conditions 
for joining. 


Membership in a plan is often compulsory, but 
in some plans it is voluntary. Membership is 
automatic in non-contributory plans where 
employees make no contributions. Joining a 
contributory pension plan means that contri- 
butions are deducted regularly from the 
employees’ pay. If they are allowed to opt out 
of the plan, they give up any benefits that 
would be provided by the employer’s contribu- 
tions. 


Retirement Conditions When can an 
Because pensions are for older people, age is employee 
usually the first condition for retirement. Long retire? 
service may also be taken into account. In any 

case, the plan will be quite precise about the 

service required and the “normal” retirement 

age, which most plans set at 65 yearsin order to 

establish the amount of a “normal” pension. 

This then serves as a starting point for 

calculating other types of pensions such as 

early retirement pensions. 
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Sometimes normal retirement age is also the 
“compulsory” retirement age, but that depends 
on company policy. 


Special retirement conditions may apply to 
employees who become disabled or who have 
to retire prematurely because their jobs have 
been eliminated. 


Pension Formula 

All plans have a pension “formula” that states 
how a member’s pension is to be calculated. 
Several types of formulas are in current use: 


Career e In “career earnings” plans, pensions are 

earnings plans based on a percentage of pay received 
during all the years of service with an 
employer. This type of calculation was 
used in determining Sarah’s pension. 


Final earnings e In “final earnings” plans, a percentage 

plans of average pay for several recent years, 
which are usually the highest earnings 
years, 1s used in the pension calculation. 
Barbara’s vested pension was derived 
on this basis. 


Flat benefit e A“flat benefit” scheme provides a fixed 

plans dollar amount for each year of credited 
service. For example, Lloyd’s pension 
at $10 a month for each year of his 
thirty-five years of service, amounted to 
$350, and Clifford’s basic pension 
provided $11 a month for each of his 
thirty years of service, or $330. 


a Se 
e A “money purchase” plan depends Money 

upon a formula for employee and purchase plans 
employer contributions rather than for 

benefits. The resulting pension is 

whatever can be purchased with the 

contributions and interest that have 

accumulated throughout the em- 

ployee’s years of service. In John’s case, 

for instance, he and his employer were 

each contributing 4 per cent of his 

earnings, but he had to wait until he was 

ready to retire to find out what his 

pension would be. 


Retirement age is really part of the pension 
formula. The “normal” amount applies if the 
member retires at the usual age. If either early 
retirement or postponed retirement is chosen, 
the pension usually will be adjusted to reflect 
the fact that more or fewer payments are 
expected to be made. This process may simply 
be referred to as an “actuarial” adjustment; or 
it may be spelled out as, for example, a 6 per 
cent reduction if retirement is one year early, 
12 per cent if two years, and so on. The 
intention is to ensure that someone retiring, 
say, at 64 receives about the same overall value 
as a person retiring at 65. 


Contribution Formula Who pays and 
The terms and amounts of any required how much? 
employee contributions are always stated in 

the contribution formula. They may be a 

percentage of earnings, or a fixed number of 

dollars per week or month or cents per hour. 
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Who runs the 
plan? 


Of course, in non-contributory plans, em- 
ployees are not required to make any payments 
at all. 


Contributions are deducted from the em- 
ployee’s pay. Voluntary additional contribu- 
tions may be permitted so that an employee 
can increase the eventual pension benefit. 


Employer contributions often are described 
only in a general way. Instead, the benefits are 
set out or “defined” and the employer is 
committed to pay the cost of those benefits — or 
the balance of cost after taking into account 
employee contributions. An exception is in 
money purchase plans in which the employer 
pays a definite amount that is often equal to 
employee contributions and in addition in 
some cases a share of profits. 


Both employees and employers can deduct 
their contributions from income for tax 
purposes if the plan is “registered.” 


Administration 

Even the simplest pension plan needs someone 
to direct it. Usually the employer looks after 
payroll records, enrols employees in the plan, 
and forwards contributions at the proper 
times. Apart from these routine tasks, howev- 
er, much work and responsibility are involved 
in investing the contributions, paying out 
pensions and other benefits, and preparing 
reports on the financial and actuarial opera- 
tion of the plan. 


ne aE 
An employer, while legally responsible for the 
whole plan, will contract with other firms and 
individuals for much of the actual work. 
“Trustees” — individual trustees or a trust or 
insurance company — receive and _ invest 
contributions and make benefit payments. In 
this way the plan’s assets are managed 
independently of the employer’s funds. A 
separate “administrator” may be engaged to 
handle most of the paper work: preparation of 
information to employees, reports to the 
employer and government agencies, calcula- 
tion of individual benefits, and so forth. At 
various stages an “actuary” will review the 
plan’s experience and calculate the cost of the 
plan ior the next one to three years. Some 
plans use the services of “investment advisers” 
to manage the investments of the pension fund. 
The employer may also hire a “retirement 
counsellor” to set up programs designed to 
help employees plan ahead for retirement. 


Overall direction of the plan, including 
approval of pension payments, is usually 
undertaken by an appointed pension commit- 
tee. Collective agreements often give the union 
the right to nominate employee members of 
administrative committees. 


Protection of Benefits What are 
Obviously, members of pension plans have the safety 
much to lose if pension funds are mismanaged. features? 


Today that risk is reduced by laws governing 
the conduct of companies and individuals who 
manage other people’s money. Insurance and 
trust companies are subject to a system of 
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Outside 
scrutiny 


Ontario Pension 
Benefits Act 


Vesting 


reporting, audits, and inspections by govern- 
ment authorities. In addition, all details of a 
plan’s operation are open to the scrutiny of 
auditors, plan trustees, the actuary, and 
government agencies such as Revenue Canada, 
provincial tax authorities, and the Pension 
Commission of Ontario. Employees, however, 
don’t often have access to this information 
unless a union agreement provides for such 
disclosure. 


The Pension Benefits Act requires that private 
plan benefits be “funded” (see Chapter 7). The 
law is intended to ensure that a plan will be 
“solvent” — that is, able to meet its obligations — 
even if it is terminated. When a pension plan 
has to be wound up for any reason, such as an 
employer’s bankruptcy, all plan assets must be 
used to provide as far as possible for the 
“accrued” benefits members have earned up to 
that time. Any distribution of assets 1s subject 
to approval by the Pension Commission. 


Vesting is another form of safeguard. It is the 
employee’s individual right or entitlement to a 
pension. If an employee is a member of the 
same plan from age 20 to 65, the employee will 
clearly be entitled to a pension. But what 
happens if the employee changed jobs during 
that time or the plan is terminated by the 
employer? At what point is the employee 
entitled to a pension? 


The law requires that all plans must givea right 
to a pension to all members who areat least age 
45 and who have ten or more years of service 
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with the employer. So, if the employee leaves 
the job between that point and the point of 
normal retirement as defined in the pension 
plan, a pension or annuity will be paid at 
normal retirement age. Plans may havea more 
liberal vesting rule than “45 and 10,” such as 
after ten years’ service or at age 45 with five 
years’ service. 


“Vesting” is used to describe not only the 
entitlement to a pension, but also the right toa 
pension based on employer contributions. Ina 
non-contributory plan the deferred pension is 
based on the employer’s contributions exclu- 
sively. In a contributory plan the pension may 
be based on the employee’s contributions and 
the employer’s contributions. Whether there 
are any employer’s contributions depends on 
the cost of the deferred pension. If the pension 
costs more than the employee contributions 
can buy, the employer makes up the difference. 
If the promised pension costs less than the 
employee’s own contributions, the law requires 
that the pension must at least equal in value the 
employee contributions. Generally, the cost 
each year depends on theage of the employees; 
the lower their age, the lower the cost to the 
employer. 


Once an employee has the right to a deferred Locking-in 
pension the employee contributions are locked 
in. (A plan can permit alump-sum payment of 
up to 25 per cent of the value of the deferred 
pension.) Before they are entitled to a pension, 
employees may, upon termination of employ- 
ment, receive a refund of their contributions, 


ye 


Survivors’ 


pensions 


Disability 
pensions 


with or without interest depending on the 
wording of the plan. 


Other regulations make sure that people’s 
vested pensions can’t be assigned as security 
for debts, “garnisheed,” or converted to cash 
payouts. The intent of our current laws is to 
guarantee that money in pension plans is 
preserved for retirement. 


Getting Beyond the Basics 

With all the “basic” features in place, the 
pension plan can be added to in any number of 
ways to meet special needs, to give extra 
flexibility, or simply to make pensioners more 
financially secure. 


The retiree may be given the opportunity of 
taking a reduced pension in order to providean 
income for his surviving spouse in the event of 
his death. Amounts are calculated in each case 
on the basis of estimates of two people’s life 
expectancy. Variations include a fixed reduc- 
tion or no reduction in pension, with a fixed 
percentage (e.g., 50 or 60 per cent) payable to 
the surviving spouse. In Lloyd’s case his 
pension was reduced a fixed 10 per cent, and 50 
per cent of that amount was payable as a 
surviving spouse’s pension. 


A serious illness or accident can disable an 
employee, permanently, at any age. Many 
pension plans provide disability pensions, 
which are often the full amount of the normal 
pension credited up to the time of disability. 
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Some plans provide supplements, or the total 
pension may depend on what government 
benefits (Workmen’s Compensation, CPP 
disability pension) the person is entitled to. 
Disability income may be provided through 
insurance rather than a pension plan or 
through both pensions and insurance. 


In some plans employees, usually those with Actuarial 
long service (e.g., thirty years), may be allowed reductions 
to retire early without any “actuarial” reduc- and bridging 
tion in their normal pension. A supplement, supplements 
which is sometimes called a “bridging” 

supplement, may be paid in addition to the 

regular pension until the pensioner reaches age 

65 and government pensions begin to be paid. 

Clifford exercised this option and retired at 63 

with a “special” pension of $650 a month, 

which was his regular pension of $330 without 

actuarial reduction, plus a bridging supple- 

ment of $320. 


Many private plans are designed to “mesh” Integration 
with government plans, especially with the 
Canada Pension Plan. Many different integra- 
tion methods can be found, some of which are 
quite complicated. Employee contributions, 
for instance, may be levied at the rate of 5 per 
cent of earnings minus contributions to the 
Canada Pension Plan, and the pension 
formula may be based on contributions rather 
than earnings. Some formulas call for different 
benefit rates to be applied to “earnings” as 
calculated for the Canada Pension Plan for 
1966 and later years. For example, a plan 
might describe the pension as: 
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e 2 per cent of final average salary for 
each year of service before 1966; and 


e for each year of service after 1965, 1.375 
per cent of final average salary up to the 
average YMPE for the latest three 
years; plus 2 per cent of final average 
salary above the average YMPE forthe 
latest three years. 


As complicated as this type of formula may 
seem, it’s intended to relate Canada Pension 
Plan benefits as fairly as possible to the 
individual’s period of service with that particu- 
lar employer. By comparison, a few plans 
simply call for the individual’s pension to be 
reduced (“offset”) by the full amount of the 
Canada Pension Plan retirement pension. 


It is important to note that the Canada Pension 
Plan and the Old Age Security pension have no 
direct effect on private pension plans; neither 
government pension contributions nor bene- 
fits are dependent upon the contents of private 
pension plans. Whether plans are integrated or 
not depends on private decisions by employers 
and unions. 


Indexing “Indexed” adjustments based on increases in 
3 the consumer price index are found ina few 
plans, nearly all of which are in the public 
service. Adjustments may be limited to a 
certain percentage in any one year. In other 
cases, employers may give pensioners occa- 
sional increases to help offset higher living 
costs without writing an indexing formula into 
the plan. 
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Information about Private Pension Plans 


e If your employer has a pension plan, be 
sure you get a description of the plan 
with particulars about how you join 
and what benefit you get. 


e A member of any pension plan regis- 
tered under the Ontario Pension Bene- 
fits Act has the right to inspect the plan 
at the offices of the Pension Commis- 
sion of Ontario. For information, 
contact 


The Superintendent of Pensions, 
Pension Commission of Ontario, 
10 Wellesley St. East (2nd Floor), 
Toronto, Ontario M7A 2K2 
Telephone: (416) 963-0522 
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5S Personal Saving 


Canadians are a thrifty people. Recent 
statistics show that we save as muchas 12 cents 
of every dollar we have left after taxes. That’s 
an unusually high level, but it shows how much 
saving 1s possible. Naturally much of what is 
saved one year is spent the next. Some goes 
indirectly toward meeting retirement needs in 
the building up of equity in a home, for 
instance, or in paying off debts. However, a 
substantial amount of saving is channelled 
directly into retirement plans of one kind or 
another. Some of this saving for retirement is 
the result of compulsory programs. But some is 


strictly voluntary saving by individuals who © 


may save in a variety of private ways or take 
advantage of “tax-sheltered” plans offered by 
many institutions. 


Individual Investments 

There’s no lack of opportunity for people with 
spare cash to put their moneyto work. Canada 
Savings Bonds are highly popular. The more 
venturesome may invest in common stocks and 
mortgages. In between are a number of types 
and grades of securities — investment certifi- 
cates, bonds, debentures, and preferred shares 
— offered to the public by banks and other 
institutions that borrow money in order to lend 
it to others and by companies wishing to 
expand their production of goods and services. 


Savings 

and income 
security 

in retirement 
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If an individual has the money, chooses his 
investments sensibly, and reinvests his interest 
and dividends, he may arrive at retirement age 
with a respectable nest egg. Whether it’s large 
or small, it will be all his, since income tax will 
usually have been paid. 


A personal investment portfolio, built up over 
a long period, can go a long way toward 
making retirement more comfortable and 
enjoyable. It can pay for travel or other 
hobbies; or it can be used to buy an annuity 
(pension) to provide extra income security. 


Individual saving for retirement does have 
drawbacks, though. Even if some money can 
be set aside for a rainy day, it’s surprising how 
often those rainy days occur! Anyway, there 
are some large expenditures that will probably 
have higher claim on a family’s income than 
saving for retirement, such as children’s 
education, a bigger house, a new car, or a 
vacation trip with the family to mention onlya 
few. 


For the average person, therefore, saving 
usually is a fairly short-term effort. By the time 
i's possible to do some serious saving for 
retirement,’ is” oftenstoo- late Lioremmen 
compound interest to have time to build up 
(see Chapter 7). Fortunately for many of us, 
our government and private pension plans will 
provide a basic income after retirement. That 
leaves a somewhat lighter job to be done by 
purely personal saving. And in recent years 
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Registered Retirement Savings Plans (RRSPs) 
have proved an effective way to save. 


Registered Retirement Savings Plans RRSPs 
Registered Retirement Savings Plans are 

attractive not merely because people like to 

save, but because they also like tax reductions 

and refunds. With the help of an RRSP an 

individual can invest fairly large amounts of 

money, watch that investment grow over the 

years, and still benefit immediately by not 

having to pay income tax on contributions or 

the investment earnings. 


If that sounds too good to be true, it’s because Deferred 
that isn’t the whole story. Taxes are actually taxes 
deferred until payments are made out of the 

RRSP. But by the time taxes have to be paid 

on both the principal and interest, most people 

can expect to find themselves in a lower tax 

bracket, especially if the money returns in the 

form of a retirement annuity (monthly pen- 

sion) as is intended. Meanwhile, the RRSP 

offers a low-cost means of setting up a 
retirement fund, and the tax incentive encour- 

ages regular annual contributions. 


Some strings are attached. If the RRSP 
contract is cancelled in order to use the money 
for other purposes, income tax must be paid at 
the regular rate. Money can, however, be 
transferred directly from one RRSP to another 
(or to a registered pension plan) without 
payment of income tax. 
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Annuities 
and RRIFs 


Contribution © 
limits 


Death benefits —- which the Income Tax Act 
calls “refunds” — are also taxable, though there 
may be special tax treatment for such benefi- 
Clarles as a spouse or dependent children and 
grandchildren. 


Since the object of an RRSP is to provide 
retirement income, each contract calls for the 
purchase of an “annuity” to start as early as age 
60 but no later than the end of the year of the 
person’s seventy-first birthday, or the setting 
up of a Registered Retirement Income Fund 
(RRIF). Several forms of annuity are avail- 
able, including payment to a married couple as 
long as either spouse is living. 


RRSP contributions, deductible for tax 
purposes, are subject to certain limits. At 
present, anyone who belongs to an employer 
pension plan can contribute a total — including 
all pension and RRSP contributions — of 20 
per cent of his earnings to a maximum of 
$3,500. For others, the limit is still 20 per cent 
of earnings, up to a maximum of $5,500. A 
“spousal? “RRSP «cant ibe? ise up iererive 
member’s husband or wife, as long as the total 
contributions are within the same limits. In 
addition to the regular contributions, some 
special types of income can be put into an 
RRSP. These include retiring allowances, 
pension payments (including OAS and CPP), 
and payouts from profit-sharing plans. 
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Information about RRSPs is readily available 
from the many institutions authorized to issue 
these plans — banks, credit unions, trust 
companies, insurance companies, and other 
investment firms. They will provide details of 
how the money in their plans is invested, how 
their investments have performed, what 
charges they make for their services, and how 
to go about setting up an RRSP contract. 


Basic RRSP information is also given in the 
Tax Guide supplied with personal income tax 
forms that are mailed to most taxpayers or are 
available at all post offices. More detailed 
information may be obtained f rom'the nearest 
District Taxation Office. 


Who issues 
RRSPs? 


Ry 


vue 


SU es 
See 
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6 Other Benefits for 
Pensioners 


So far, we’ve looked only at pension benefits 
that are in the form of money income. There is, 
in addition, a wide range of non-income 
benefits and services that, although not always 
measured in dollars and cents, can mean a 
good deal to people living on pensions. What 
follows is a brief — and partial — guide to other 
benefits available to pensioners. 


Unemployment Insurance 

Premiums stop at age 65, but a one-time 
payment equal to three weeks’ benefit is 
available to those who qualify for benefits on 
application at the nearest Canada Manpower 
office. 


Income Tax Breaks 

The best advice is to follow the Tax Guide 
supplied with income tax forms available at 
any post office. Changes in the tax provisions 
occur fairly often. Currently the items of 
special interest to seniors are the 


e Over-65 exemption This additional 
exemption amounted to $1,520 for 
1978. Part of this deduction from 
income may be transferable between 
spouses if both are 65 or over. 


e Pension income deduction Up to 
$1,000 in pension income - except from 
OAS and CPP pensions —- may be 
deducted regardless of age. 
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e RRSP deduction Certain amounts 
contributed to a Registered Retirement 
Savings Plan can be deducted (see 
Chapter 5). Available at any age up to 
val 


e Interest and dividend deduction Up 
to $1,000 in interest and dividends from 
Canadian, sources may be deducted, 
regardless of age. Part of thisdeduction 
may be transferable to a spouse. 


e Ontario Pensioner Tax Credit Onta- 
rio residents aged 65 and over benefit 
from a tax credit of $110, but only one 
such credit is allowed per married 
couple. To get this credit, an income tax 
return must be filed, even if no tax is 
payable. 


Health Insurance (OHIP) 

Anyone aged 65 or over who has lived in 
Ontario for the past twelve months may apply 
for free OHIP coverage, regardless of income. 
In the case of a married couple, the insurance 
can be transferred to the name of the older 
spouse. This benefit currently saves a single 
person $19 and a family $38 a month. 

Apply to 


Ontario Health Insurance Plan, 
Box 1744, Station R, 
Toronto, Ontario M4G 2T3 
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Prescription Drugs 

Ontario’s Drug Benefit Plan provides free 
prescription drugs to Old Age Security 
pensioners, who automatically receivea Senior 
Citizen Privilege Card to identify themselves 
for this benefit — as well as for many others 
mentioned below. Also eligible to apply are 
Canadian citizens or landed immigrants aged 
65 and over who are not eligible for Old Age 
Security but who have lived in Ontario for the 
previous year. They should apply to 


Ontario Ministry of Health, 
Drug Benefit, 
Queen’s Park, 
Toronto, Ontario M7A 2S3 


Municipal and School Tax Credit Assistance 
The province, through each municipality, 
assists homeowners aged 65 and over with 
property taxes, up to a maximum of $150 a 
year. This assistance becomes a lien on the 
property and is repaid when the house is sold. 
Information about this and other property or 
tenants’ assistance can be obtained from 
municipal offices. 


Housing 
Municipal housing authorities will advise on 
housing assistance, which usually depends on 
family size and income. Special accommoda- 
tion for people aged 60 and over may be 
available. 


Transportation 

Airlines, trains, buses, ferries, and local transit 
systems often offer reduced fares for senior 
citizens upon proof of age. 


Entertainment and Recreation 

Many theatres, movie houses, museums, 
galleries, concert halls, and other public 
attractions offer reduced admission prices for 
seniors, usually on proof of age. Admission to 
national and provincial parks is free to persons 
aged 65 and over. 


Education 

Most Ontario colleges and universities provide 
free or reduced tuition for seniors, in some 
cases as early as age 60. Sometimes this 
privilege applies to all courses; in others, it 
applies to part-time or specified courses. 


Public Libraries 

Many public libraries have special services for 
older people; large-type books are generally 
available, and home delivery may be arranged 
for shut-ins. 


Business Services 

Banks and trust companies usually offer free to 
customers aged 60 and over some services that 
otherwise would be chargeable. Also, they pay 
higher interest rates on deposits. Barbers and 
hairdressers often give seniors reduced rates on 
certain days of the week. Bell Canada, when it 
has proof of age, doesn’t charge senior citizens 
for directory information calls dialed from 
their own phones. Some supermarkets give 
senior citizens discounts on specified days. 


Benefits Based on Need 

A variety of services and income assistance is 
available to those who have severe disabilities 
or other financial and personal problems. 
Amounts and types of benefit depend on 
individual circumstances and are usually based 
on the actual cost of such items as rent, fuel, 
and hearing aids. Particulars of Ontario 
Family Benefits and other programs may be 
obtained from any municipal Social Services 
office or through a Community Information 
Centre. 
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Pension Costs 


A generation ago, few Canadians could look 
forward to a pension that would support much 
more than subsistence living. Too often 
retirement was a time of unrelieved poverty. 


In 1952, when Old Age Security pensions were 
first paid without a means test; the amount was 
only $40 a month and was only available when 
a person reached age 70. There was no Canada 
Pension Plan; nor were there Guaranteed 
Income Supplements or GAINS. benefits. 
Pensions from employment weren’t widely 
available, and a pension of $100 a month was 
considered good. Even at that, most workers 
had to stay with one firm right up to retirement 
age in order to collect any pension. 


Today the situation is quite different. 


e Old Age Security pensions are much 
larger. They’re paid when a person 
reaches age 65 and are adjusted to keep 
up with the cost of living. 


e Canada and Quebec Pension Plan 
benefits, introduced in 1966, now pay 
up to $218 a month to people retiring at 
65 and to disabled workers; benefits are 
also paid to survivors and dependent 
children. 


e Supplements are paid to the elderly to 
provide a minimum income to those 
with incomes considered inadequate. 
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The “seniors” 
population 


e Private or “company” pensions cover 
an estimated 50 per cent of the labour 
force in Canada. Most permit norma] 
retirement at age 65; some have even 
lower retirement ages. Pension levels 
have risen substantially in recent de- 
cades. 


e Protected entitlement to private pen- 
sions 1s now common practice in many 
places and is required by law for 
plan members who are 45 and have ten 
years’ service. 


e Personal saving for retirement is 
actively encouraged by government 
through the income tax system. 


e Numerous benefits for senior citizens 
are also available from federal, provin- 
cial, and local governments and private 
institutions and businesses. 


Why Have Retirement Programs Improved? 
Over the years, several factors contributed to 
our awareness that improvements in retire- 
ment pensions were a matter of necessity. Once 
recognized, methods began to be found to meet 
the pressing needs of the retired. 


First, the over-65 population has been growing 
very rapidly. Today, more than 2 million 
Canadians, 800,000 of whom live in Ontario, 
get Old Age Security pensions; that is, 9 per 
cent of the population are now “seniors” and 
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the proportion is expected to be about 16 per 
cent forty years from now. From any point of 
view — humane, political, economic — that’s a 
large group in our society that must have 
readily available income to ensure at least a 
minimum standard of living. 


Second, our attitudes towards retirement have 
been changing. As we have come to expect 
longer and healthier lifetimes we’ve begun to 
think about what we will do during those 
retirement years. Travel, hobbies, and com- 
munity activities are some of the options open 
to us. All this means that more of us are 
optimistic about our retirement prospects and 
that we need and want enough money to realize 
our ambitions. 


Finally, the demand for earlier and more 
comfortable retirement has been heard - by 
governments, employers, unions, financial 
institutions, and pension specialists. As a 
result, pension frontiers have been pushed far 
beyond the “subsistence” point. 


What Does It All Cost? 

At one time, society was most reluctant to pay 
people who were not working. Today we're 
more inclined to put aside some of our current 
earnings to provide income inthe future. We’re 
more willing as well, to pool our resources so 
that a decent retirement income doesn’t 
depend entirely on how much each of us can 
afford to have “skimmed off” our present 
income. 
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Life 
expectancy 
and interest rates 


Putting that principle to work for 9 per cent of 
the population takes vast amounts of money, 
all of which comes, one way or another, from 
what society produces and therefore can 
distribute among its members. For the mo- 
ment, however, let’s not talk about the billions 
of dollars involved, but rather about how 
money is funnelled into pensions and why. 


One way of providing a pension income is to 
save forit on your own. Say, for example, that 
you want to be ina position to pay yourself a 
pension of $500 a month, starting when you 
turn 65. 


To do that you would first have to make two 
important guesses: how long you expect to live 
beyond age 65 and thus how many monthly 
withdrawals you are likely to make; and how 
much interest you can earn on your money 
before you withdraw it. 


@ Statistics tell us that the average 
Canadian male at 65 will live nearly 
fourteen more years; a female, over 
seventeen more years. 


e Interest is unpredictable. Rates can go 
through a good many ups and downs 
over a long period. But let’s take 6 per 
cent annually as an informed guess of 
the interest rate you might expect. 
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Using the figures for a male for purposes of 
illustration, “compound interest and annuity 
tables” and some simple calculations will tell us 
what you would have to have by the time you 
retire. The result shows that you would need 
about $57,000, still invested at 6 per cent, to 
give you $500 a month for the additional 
fourteen years the average 65 Mele -old male is 
expected to live. 


This exercise does not, of course, tell us how 
you accumulate all that money. For that 
answer we can go back tothetables and makea 
few more calculations to find out how much 
must be invested every year at 6 per cent to 
produce $57,000 at retirement. 


The answer will depend mainly on how old you 
are when you start saving. The more years the 
money earns interest and the interest “com- 
pounds” — that is, itself earns interest — the 
more money will accumulate. And so we learn 
that 


Compound 
interest 
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At this point, another calculation will show the 
importance of time in the operation of 
compound interest: 


In accumulating interest compounded — 


$57,000 annually at 6 per cent 

over accounts for 

47 years ' $45,693, or 81% 

40 years $42,058, or 74% 

30 years $35,198, or 62% 

20 years $25,878, or 46% 
of the total 


That’s good news for those who are fairly sure 
they can save, have confidence that interest 
rates won't fall below 6 per cent, and don’t 
expect their money will be needed desperately 
for something else before retirement. Those are 
the three most obvious risks. 


A fourth risk isn’t quite as obvious. If you live 
beyond age 79, your savings will be used up; 
conversely, if you die before the fourteen years 
you expected to live are up, you will have saved 
too much. 


Clearly, then, individual savings programs are 
not necessarily the best answer. What’s needed 
is a feasible and safe way of providing a regular 
income as long as a retiree lives. That period, 
on average, is equal to a good 30 per cent of a 
person’s working life. But it may be shorter or 
longer for a particular individual. 
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Participation in a group plan is one way of — The group 
guaranteeing income for allofone’sretirement approach to 
years. Money taken out of today’s incomecan __ pensions 

be pooled in a group fund, invested, and 

eventually returned in the form of pensions. 

While costs are still based on how long the 

average person will draw a pension, there is no 

need to worry about being cut off if one lives 

longer than the average. | 


Costs are calculated for the group as a whole. 
Members pay in —- or someone pays on their 
behalf — their part of the total cost. 


The group approach to pensions is, in one 
sense, insurance. Life insurance provides 
money to someone if you die, while a group 
pension provides money to youif you live. You 
might say a pension is insurance against the 
risk of having to live without any income. 


Group arrangements for pensions have other 
important advantages, such as systematic 
saving, low-cost administration, access to 
higher-yield investments, to mention a few. 
Also, it’s possible through a group to provide 
such benefits as disability pensions and early 
retirement supplements, either of which would 
be extremely costly for an individual to “buy” 
for himself. 


All the plans discussed in this booklet, whether 
private or public, make use of the group 
principle. All are designed to provide income 
protection to pensioners, and sometimes their 
families as well, for as long as required. 


i 
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Pooling 


Even in a money purchase plan, where each 
member has a personal “account” into which 
definite contributions are regularly paid by 
both the employee and the employer, risks are 
“pooled” at the moment of retirement. The 
accumulated money goes into a pot with many 
others’ savings. All their pensions are calcu- 
lated according to estimates of how long the 
pensioners are expected to live and how much 
interest will be earned onthe money before it is 
paid out in benefits. 


Similar conditions apply with a Registered 
Retirement Savings Plan when the accumu- 
lated fund is used to purchase an annuity. Up 
to that point individuals have made their own 
decisions about savings objectives and how 
much they’re prepared to save each year. Once 
an annuity is purchased, income from it will 
depend again on the calculated expectations of 
interest and average length of life as in any 
group plan. 


By pooling risks — that is, sharing with others 
the risks of living, dying, or becoming disabled 
— we find we can provide ourselves with 
pensions as longas we live and still have money 
to enjoy while we’re young. That is, the “cost” 
of pensions can be lower than if we had to 
depend entirely on our individual savings even 
with interest. 


If we accept the “insurance” idea of pensions, 
we must also accept the reality that some 
people will receive a larger payout than others 
simply by living longer. In fact, pension plans 
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that provide death benefits or survivor 
pensions have to work into their calculations 
the costs of allowances for these elements. 
“Term certain” pensions, payable for a 
guaranteed minimum period such as ten years, 
also involve an extra cost. In our Chapter 2 
examples, Lloyd’s survivor pension and John’s 
ten-year guarantee both involve extra cost ora 
reduced pension compared with a straight 
lifetime pension or annuity. 


What is “Funding’’? 

“Funding,” or perhaps more appropriately 
“pre-funding,” is the setting aside of money 
today so it will be available to provide pensions 
later. Pension plans are promises; funding 
backs up those promises. 


To the question, “Aren’t all plans funded?” the Security for 
answer is no. Private plans must be pre- government 
funded; but government programs such as the programs 
Old Age Security program are not. 


Two examples may help explain why there is 
this important difference. 


In the case of the Canada Pension Plan the 
government raises enough revenue through 
contributions from employees and employers 
to pay all the benefits claimed, year by year. As 
the number of pensioners and the level of their 
pensions increase, the cost is met by an increase 
in dollar contributions because of the higher 
earnings “ceiling” (YMPE) and a growing 
labour force; and eventually by higher contri- 
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Security for 
private pensions 


bution rates, which are expected to increase in 
stages from the present rate. In fact, however, 
up to now the Canada Pension Plan has been 
partly *furided;” vsince thes Soup cmmeent 
contribution rate has been higher than re- 
quired to pay all benefits to date. Actually, 
rates may always be “stabilized” for years at a 
time by moving them ahead more than is 
immediately required. The surplus created by 
excess contributions is invested by lending it to 
the provincial governments, which pay interest 
on their loans. 


Because OAS and CPP are backed up by all 
the fund-raising powers of the government, 
this direct transfer of money from contributors 
to beneficiaries is a practical and safe way of 
providing income. For contributors, the 
government’s promise of future benefits is as 
good as anyone’s; the pension expected, with 
escalation for higher living costs, is almost 
certainly better than any of them could provide 
by investing their own money. 


A second example is provided by Company A, 
which is prepared and financially able to 
provide generous pensions to its employees. 
For this company, the “non-funded” method 
might work out just as well, except for one 
overriding consideration: unlike the govern- 
ment, Company A could go out of business. If 
that happened, its “pay-as-you-go” pensions 
simply would stop. All employees would lose 
the benefits they had earned for their years of 
service. 


Because that can’t be allowed to occur, private 
plans have to be funded. The law insists that 
pension promises be backed up by paying into 
a fund the cost of the benefits earned by 
members year by year; and by paying off, 
regularly over fifteen years at the most, the cost 
of any benefits that are “unfunded,” such as 
credits for past service. 


Private pension funds are invested, and the 
earnings — interest and dividends - are re- 
invested. Interest therefore plays a_ very 
important role in financing private plan 
benefits. Canada Pension Plan benefits do not 
depend on interest earned on contributions. 
But the benefits are adjusted for increases in 
general wage levels and consumer prices and in 
effect give today’s contributors a handsome 
return on their money when they retire or, if 
they die, provide for surviving spouses and 
dependent children. 


Where Does Interest Come From? 

We know that interest and other fund earnings 
come from investments. But that’s not a 
complete answer for the consumer’s purposes. 
Interest is definitely not “bread from heaven.” 
It is paid by allthose governments, companies, 
and individuals who borrow money. 


The catch is that everyone who borrows has to 
get money from someone else to pay the 
interest and repay the loan. Governments issue 
bonds, incurring a debt they pay interest on. 
They raise the money to pay from taxes — 
which are paid by everybody. Railways 
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borrow, and the cost of borrowing is met by 
part of the price of every ticket. A bakery 
borrows, and interest is built into the price of 
every loaf of bread. 


Spreading the Cost Around 

In this way interest, like the taxes and 
contributions that pay for Old Age Security 
pensions and the Canada Pension Plan, serves 
to redistribute costs, and so make it possible 
for the working population to support the 
retired population. 


Another way in which costs are spread around 
is found in the “tax shelter.” Within certain 
limits people are exempted from paying tax on 
income that is contributed into registered 
pension plans, RRSPs, and the Canada 
Pension Plan. Employers pay no tax on their 
contributions, and employees and _ self- 
employed persons pay only when they draw 
benefits. These tax concessions are justified 
because they encourage people to save for 
later. 


But these concessions also result in a cost to the 
government because they mean a loss of 
income tax revenue. The government must 
then make up the lost revenue by shifting the 
cost to taxpayers, either by raising taxes or by 
cutting back other benefits paid to all or some 
groups of taxpayers. Because pension costs are 
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thus spread over all taxpayers, they must be 
concerned about the extent of the cost and who 
is benefitting from it. 
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8 Consumers 
and Pensions 


Consumers, whether workers or pensioners, 
have been at the centre of every development 
discussed in this booklet. But their voices too 
often have been lost amid the throng of big 
institutional voices arguing about the mechan- 
ics of moving around billions of pension 
dollars. 


The cost of pensions is shared by everyone, 
pensioners included, and all have a very real 
interest in seeing that a good program is 
developed and in knowing that it’s the best 
their money will buy. That means, for one 
thing, that consumers are entitled to more 
reliable, straightforward information about 
how pension plans work, how pension funds 
are invested, and how well or how badly their 
pension rights are protected. 


No one would or should pretend that “all’s 
right” in the pension world. Only about half 
the working force are members of employer- 
sponsored plans and many of them will lose 
their pension credits when they move from one 
job to another. Others will have their benefits 
cut back if their employers go out of business, 
despite the protection afforded by law. 
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Then there are also employers who fear the 
cost of setting up and operating a pension plan. 
And others who wouldn’t even think of 
establishing a plan because their employees are 
mostly women, or young, or temporary. Both 
they and their workers are losers in some 
measure. 


As for those who do benefit from private 
pensions, our examples show that some do 
much” “better? than svothers: slo vareeuon- 
contributory plan entitles him to a monthly 
pension of $350. Sarah’s contributory plan 
gives her only $88.70 each month. Barbara’s 
vested pension of $153.75 monthly may have 
been reasonable for her level of earnings twelve 
years ago, but it bears no relation to the 
$20,000 a year she has been making recently. 
John’s pension amounts to $229 a month. 
Clifford, as we’ve seen, would have been one of 
the more fortunate pensioners, but he had the 
bad luck to belong to a weakly funded plan 
that was wound up. And none of their pensions 
is “indexed” to compensate for cost-of-living 
increases. | 


Public programs have come a long way in the 
last fifteen years or so. But their benefits are 
still pretty basic. Most people, if they’re able, 
will try to provide for more retirement income 
than they will obtain from Old Age Security 
and the Canada Pension Plan. They will also 
look elsewhere for arrangements that will 
give them retirement pensions earlier than age 
65 or pensions based on earnings above the 
Canada Pension Plan “ceiling.” That’s why the 


private pension sector is continually changing, 
with new types of benefits, higher pensions, 
and earlier retirement provisions. Neverthe- 
less, public pension programs, too, are capable 
of change. 


Just how pension plans and pension legislation 
should develop from here — mainly in the 
direction of better private plans and toward 
expanded government programs with or 
without more regulation — is the business of 
consumers everywhere. 


Canadians these days look forward to living a 
little when they retire. It’s a good thing for their 
well-being and for the economy if we can. 
Well-informed consumers can play an impor- 
tant role in making that wish a reality for 
everyone. 
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More Information 
about Pensions 


Pamphlets giving details of specific programs 
may be obtained from various offices men- 
tioned in the text of this booklet. Those 
interested in additional information might 
consult their nearest public library. Some 
suggested titles are: 


Mercer Handbook of Canadian Pension and 
Welfare Plans, by Laurence E. Coward, Sixth 
edition, Don Mills, Ont.: CCH Canadian 
Limited, 1977. This 354-page volume is a 
textbook on the design and financing of 
employee benefit plans; it also describes 
government programs. 


The Pensions Booklet, published by Labour 
Canada. Ottawa, 1978. English and French. 


Pension Plans in Canada, 1976, by Statistics 
Canada. Ottawa. Statistical report showing 
pension plan coverage, with frequency of main 
plan features: contribution and benefit rates, 
retirement age, and vesting. 


You and Your Pensions, by Ralph Nader and 
Kate Blackwell. New York: Grossman, 1973.A 
“consumerist” view of pension issues in the 
United States. 
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